by EVELYN M. PARRISH

The U.S. Balance of Payments in 1964

FGR 1964 as a whole the adverse
balance (as measured by changes in
monetary reserves and liquid liabilities
to foreigners) amounted to $2.8 billion.
Of this total the fourth quarter alone
sccounted for $1.3 billion.

The balance of payments had im-
proved significantly in the last two
quarters of 1963 and the first quarter of
1964. It returned to a more adverse
position during the next two quarters,
although it remained considerably im-
proved compared with the average rate
from 1958 to mid-1963. In the fourth
quarter, however, the balance of pay-
ments was set back markedly by =
sharply unfavorable movement.

The international reserves of the
U.5. monetary authorities rose by $151
million during the fourth quarter.
While the monetary gold stock declined
by $172 million, holdings of convertible
foreign currencies advanced by $205
million and the gold tranche position
in the International Monetary Fund
(IMT) increased by $118 million,. Much
of the rise in the latter two international
accounts represented credits obtained
by the United Kingdom from the
United States and the IMF during the
sterling crisis in November. While
these credits improved the international
reserves of the United States, to the
extent that they also increased liquid
linbilities, they had no effect on the
overall balance.

Total U.S. liquid liabilities in the
fourth quarter rose by $1,491 million.
Foreign holdings of nonmarketable,
medium-term convertible U.S. Gov-
ernment securities were up by $50 mil-
lion, and foreign deposits in U.S. banks,
holdings of marketable Government
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securities and of private marketable
short-term obligations rose by $1,441
million.

Special Government transactions in
the fourth quarter totaled $183 million.
These included net advances of $147
million by foreign governments on
military contracts, and nonscheduled
repayments of $7 million on US.
Government loans. There was also o
net increase of $29 million in foreign
holdings of noneonvertible medium-
term Government securities.

Net receipts from these special Gov-
ernment transactions totaled $292 mil-
lion during all of 1964, down from $617
million in the preceding year. Both
Government loan prepayments and
advances on military contracts were
lower in 1964,

Balance on International Transactions’
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The seasonally adjusted balance ex-
clusive of the special Government ac-
counts—the balance on “regular’ types
of transactions—wag $1,505 million in
the fourth quarter. This adverse
balance has been exceeded only in the
third quarter of 1950, following the
outbreak of the Korean conflict.

For the entire year 1964 the unfavor-
able balance on “regular” types of
transactions totaled $3,053 million, an
improvement of $208 million from the
1963 balance.

For the year, the improvement over .
1963 wae due to an expansion in net
receipts from merchandise trade and
from income on investment which ex-
ceeded the increase in private capital
outflows. From the third to the fourth
quarter, however, the increase in private
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capital outflows exceeded the rise in net
merchandise trade receipts, while re-
ceipts from income on investment
declined.

Special Factors Affecting the
Fourth Quarter Balance

Several special situations contributed
' to the shift in the balanee in the fourth
quarter.

The major impaet from the British
sterling crisis on the U.S. balance of
payments arose from the British de-
cigion to postpone the interest and
prineipal payments of $138 million due
on their 17.8. Government loans, ordi-
narily paid at the end of each year.
The British imposition of & 15 percent
surcharge on imports at the end of
October, o move which affected about
60 percent of U.S. sales thers, did not
appear to have appreciable influence
on our fourth quarter exports,

Reports from nonfinancial eorpora-
tions indieate withdrawals of about
$100 million in short-term funds from
the United Kingdom in the fourth
gquarter. These withdrawals followed
a somewhat larger increase in such
assets in the previous quarter. The
fuet that both movements were ex-
ceptionally large compared with previ-
ous experience may indicate that they
reflect special transactions. Further-
more, the withdrawals of funds from
the United Kingdom were nearly offset
by larger investment of such funds in
continental Europe, and thus did not
result in o major improvement in the
U8, balance of payments.

Coneern about the future of sterling
may also have affected confidence in
the dollar, and may have led to trans-
actions which aceentuated the adverse
development in our balance of pay-
ments, As a defensive measure to
T:_"'{“-E“t the dollar in  international
h"I““'f"lllt markets, the United States
raised its discount rate from 3.5 to 4
pereent in November after the Bank
of England increased its discount rate
r"‘_"'“ 5 to 7 percent and other countries
raised  theirs,

Fourth quarter purchases of new
foreign  securities were very heavy
following the signing of the Interest
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Equalization Tax Act early in Septem-
ber, The new law ended uncertaintios
which dampened U.S. transactions in
such securities during the year in which
the bill was pending before Congress.
Purchases in the fourth quarter in-
cluded a large amount of Canadian
issues, and also $100 million of issues
of the Inter-American Development
Bank (IADB). Muech of the fourth
quarter outflow of $500 million for
new issues, after seasonal adjustment,
no doubt was of a nonrecurring nature,
and the outflow may be expected to
return to an annual rate similar to the
$1.1 billion for the year 1964,

The second stage in U.S. corporate
tax reduction effective in January 1965
may have caused some deferral of
income returns on forelgn investments
in the fourth quarter, but not as much
as had taken place a year earlier, when
the first stage of the tax reduetion
ocourred.

Domestic  strikes and threats of
work stoppages also affected the U.S,
balance of payments accounts in the
fourth quarter. The longshoremen’s
strike on the Atlantic and Gulf coasts
began on October 1 but was quickly
halted under a Taft-Hartley injunction
and did not resume until January 11
of this year. It is difficult to determine
the amount of merchandise trade that
may have moved in anticipation of the
strike. Rough estimates suggest that
in September exports may have in-
cluded between $50-75 million of strike-
anticipated shipments and that in
November and December exports may
have been inflated by about $150-175
million,

The work stoppages in the domestic
sutomotive industry during October
and November appear to have reduced
signifieantly U.S. exports of auto-
mobiles aud parts in the fourth quarter.
In Canada, assembly operations halted
because of a shortage of parts and,
late in the quarter, because of a Cana-
dian strike. These developments led
to reduced earnings on U.S. invest-
ments in Canada and to higher capital
outflows to that country. The total
adverse effect on the balance of pay-
menta of these oceurrences in the auto-
motive industry may have been about
$125 million.
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Imports were affected much less
than exports by accelerated move-
ments in anticipation of the dock
workers' strike. They were, however,
increased by the higher demand for
steel in expectation of a possible work
stoppage in the United States later
this spring, and by replenishment of
coffee inventories,

The effect of the unfavorable tempo-
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rary influances arising from the apecial
situntions in éhe fourth quarter, in-
cluding the bulge in purchases of new
securities, extroordinary imparts, effects
of sutomotive work stoppages and
defarrals of the British loan payments
and of income on investment, probably
smountad to sbout $825 million. Tem-
porary favorable iransaciions, including
strike-inflated exporis, a larps transfer
of sccumulsted enrnings from a Cans-
disn subsidiary to an American parent
company, raceipts of $100 million from
long-term time deposit certificates sold
to the TADB, and a $45 million pur-
chase of special nonconvertible time
deposit cartificates by a foreicn country,
may hare samonnted to mbout $325
million. Thus, net poyments abtei-
butable & theze temporsry transac-
tions may hove baen about $500
million, Tf they are excluded,. the
oversll adverse balsnce on ' ar''
trapsactione in the fourth aquarter,
after sessonal adiustrment, would be
chout §1.0 billion, still higher ¢han the
overage balanes of $840 million in the
twa preceding guarlers.

Private Capital Flows

Net gutflows of LB, private capital
in 1564 amountsd to $6.4 billion, an
inerease of $2.1 biilion over 1863,
Diract investmant abroad in 1964 was
up by 3400 million over 1963 to n lavel
wxeseded only in 1557. New foreign
securify issues were somewhat reduced
lnst year, despite the fourth quarter
bulge. Net U'S. sales of outstanding
foreign securities smounted to $193
million lagt yeor in contrest with nat
U8, purchesea of 549 million in 1983,
reflecting largely the restraining aifecis
of the interest aqualization tax.

Most of the year-to-year upsurge in
Privats capital flows was in lending by
banks nnd, to » Jesser extent, by non-
fnancial Arms. Foreizn lending re-
ported by banks, both short- and long-
lerm, amounted to about $1.5 hillion
M 1963 and rosa to $2.5 billion in 1834,
while loans and wequisitions of short-
term assets reported by commercial
Rrms shifted from a liquidetion of $0.2

billion in 1963 to tn outdow of $0.9
billion in 1984, This sudden incrense
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reflectad in port the ineran=ing pressures
of damand against available supplies
in the copital markets of many forsign
countries, Directly or indirectly such
capital outflows also substituted for
sales of securities that were shut off
by the interest equalization tax.

Table 5 points up the extent of the
rize in short-term bank lending that
began Inte in 1983 and continued
through 1064, nside from o zensonnl
third gquarter return flow from Cinada
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and other financie] centers The fourth
quarter low was largely in the category
of loens and acceptance credits, which
were provided mainly to Japan and
less-devaloped countries; this suggasis
that they were not primarily quickly-
reverstble year-end cash flows of n
tempaorary natura.

Long-term bank lending plac was at
& Tacord] rate during 1964 {iable 5}, and
appenred to be accelernting toward the
end of the year. Flows to Europs were
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at a new high of $587 million for the
year, and a sizable smount went to
Jupan. Information collected by the
Treasury on loan commitments hy
banks indicated that the fourth quarter
outflow was not a development limited
to that period but could be expected to
continue, and even to rise.

Commercial enterprises added nearly
$600 million to their short-term foreign
assets in 1964, though the fourth quar-
ter rate was smaller. Most of the out-
flow was for the acquisition of liquid
financial assets in Canada and Europe,

Direct investments

Capital outflows for direct invest-
ments abroad maintained a steady rate
during the first three quarters of the
year but accelerated in the last quarter.
For the entire year direct investment
reached a near-record of $2.3 billion.
Over half of the 1964 total, and most of
the increase in the flow from 1963 to
1964, went to Europe, largely to the
Common Market countries. Flows to
other arens did not change significantly
from the year before.

Mozt of the net outflows were con-
centrated in manufacturing and pe-
trolenm ; investments in each of these

e —— e L S
U.S. Exports

Billign &
B

SURVEY OF CURRENT BUSINESS

major industries accounted for about
40 percent of the fourth quarter How.
The eapital movements in the fourth
quarter were mainly large flows of
funds between U.S. parent companies
and their existing foreign affiliates,
with only a small part due to new ac-
quisitions of foreign companies.

Ineome on investment

1.5, incomae receipts from direct in-
vestment in 1964 rose by $0.5 billion to
§4.6 billion. Part of the rise ineluded
income from Afrviean oil fields which
began producing in 1964. Within the
year, seasonally adjusted ineome re-
ceipts were high in each of the first
three quarters of the year but declined
in the fourth. The first quarter data
included receipts deferred from 1963 to
take advantage of the corporate tax re-
duction in 1964. The dip in the fourth
quarter was in part, perhaps, due to
similar deferments into 1965, These
and other factors aceounting for the
fourth guarter decline were only partly
offset by a substantial special dividend
to o U8, company from its Canadian
subsidiary, Income receipts from other
private investments gained steadily

CHART 2
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through the year and topped the 1963
amount by $200 million.

Changes in Government
Transactions

U.S. Government grants and capital
outflows, which were exceptionally high
in 1963, were reduced in 1964 by $245
million.
sented a $60 million sell-off in the fourth
quarter to U8, commercial banks of an
Export-Import Bank loan to Venezuela,
Of this total, 845 million is scheduled to
mature in more than one year, and is
reflected in the rise in long-term bank
loans; the remainder is included among
short-term bank loans. Venezuelan lig-
uid assets held in U.8. banks were
shifted to long-term time deposits in an
amount correzponding to the long-term
part of the loan. This move reduced
.5, liquid liabilities by $45 million.

U.8. military deliveries abroad rose
by $100 million in 1964 and military
expenditures fell by nearly the same
amount, so that the net effect on the
balance of payments was favorable by
almost $200 million. The increase in
military sales reflected the moving out
of deliveries on earlier contracts in
larger volume than in 1963. Military
expenditures were reduced fairly stead-
ily during 1064 as further attempts
were made to cut back dollar outflows
under Government programs.

Merchandise Exports '

Exports expanded by 15 percent to
n record $25.2 billion in 1964, and the
U.S. net export surplus rose to $6.6
billion, the highest since the early post-
war years, The $1.6 billion rise in the
net export surplus from 1963 to 1964
reflected large changes in the trade bal-
ances with Western Europe, Latin
America, and Australia and South
Africa.

In the first half of the year, U.S
merchandise exports, adjusted to the
balance of payments basis and cor-
rected for seasonal variation, rose only
slightly above the high rate reached in
the last quarter of 1963. In the second
half of the year, however, the rate

| Marchandiss trade sectlon wod writlen by Max Loechier.

Part of this reduction repre-

L]
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* (annual basis) was $1.8 billion higher
than in the first six months. About
“ one-fourth of that gain represented ac-
+ celerated shipments in anticipation of
the dock strike.
From the third to the fourth quarter
* of 1964, merchandise exports rose by
,over 8300 million, with one-third of
the advance reflecting strike-hedge
» shipments.

1.5, Exports,! Agricultural and Monagriculfural, 1962-1%64

- {Millons of dollnrs)
- Total | Agriculs | Noongri-
eultural
' Calendar vear:
i PR 20, 67T B, 034 15, b2
1563, .. —ees| 81,980 B, & 16, 404
1 TR R 25, 114 o, 332 18, k&7
* Guariers (sensonally s
Justed):
i,m7 1,641 4, 376
. #, 108 1, 6ET 4, k21
, (15 i, b 4, b
= 6, 4T 1, 678 4, THT
[} N e et i i, 86 1, 0 5, D44
Chonge from prsseding
1063 ($mil)...... zecuenwal el ALH | Bl
TR - R +3+%i}]l | 44
Peroenti..........| 4I07| <+124| 141
= Change from poeceding
qunrber:
13— =1 4 4145
=[] =85 fHi
a1e 478 im
. a14 <85 Y

1, Adjusted toa Tmhm&-of—fm’muma bsls; excludes goods
b sald or tronsferred onder military-ageney programs.

NorTe.~Beasonally adjusted agricultural and nomagricul.
* tural quarterly figures may not add Lo aotusl anpoal totals,

Two other unusual movements in the

» export trade had offsetting effects on the
total. Silver exports in the fourth
quarter were exceptionally high, exceed-
ing average quarterly outflows in the

X preceding three quarters by about $60
million. An estimated loss in exports
of automotive parts of nearly the same
magnitude was apparently caused by
the automobile strikes in the fourth

* quarter.

« Western Europe, the largest markat
aren for U.S. exports, accounted for $1.0
billion of the $3.2 billion export advance
from 1063 to 1964; in the similar rise

y from 1962 to 1963 the increase in ex-

. ports to that aren was less than £450

. million. Exports to Canada rose by
over $660 million in 1964 as compared
with $215 million the previous year; the
advance raised Canada's sharve of the
total U.S, export gain from 15 to 20 per-
cent. Other industrialized ecountries
which took a larger share of the export
rise in 1964 than in 1963 were Australia

SURVEY OF CURRENT BUSINESS

and South Africa. Japan was the only
major industrialized market where the
1963-64 export increase fell below the
ome recorded for the preceding year.
Special wheat purchases aceounted for
the export rise to the Soviet Bloe in the
first half of 1064.

Exports to Latin America, which
declined during 1963 while exports to
other countries rose, advanced in 1964
by nearly $525 million, partly as a
result of increased U.S. Government
aid. Higher 1.5, investments, and ex-
panded export earnings of these coun-
tries from higher prices for certain food
and raw materials during 1964 provided
additional bases for an expansion of
their imports from this country.

Agricultural exports

Agricultural exports, at record levels
in every quarter of 1964 except the
second, reached a new annual high of
$6.3 billion. That total exceeded the
previous high mark scored in 1963 by
about $650 million, after allowance for
dock-strike distortions affecting both
years. Commercial sales, moreover,
accounted for 85 percent of the total
export increase, but that gain was
heavily concentrated in the advance
between the first half of 1963 and the
first half of 1964,

By the fourth quarter of 1964, agri-
cultural exports were at a seasonally

17

adjusted annual rate of £6.6 billion.
If corrected for strike effects, this rate
is estimated to have at least matched
the previous peak rate of $6.3 billion
set in the first quarter of 1964, when
the bulk of the special grain shipments
to the USSR was made.

Total wheat exports moved mod-
erately downward after the first quar-
ter but this drop was more than offset
by & concurrent strong advance in
exports of animal and vegetable oils,
accompanied by gains in diary products,
meats and various animal feeds.

The pressure of rising living stand-
ards abroad has had considerable im-
pact on the advance in U.S. exports of
oils, meats and dairy products to in-
dustrialized countries not presently
producing these commodities in ade-
quate amounts to meet domestic re-
quirements. Increases in sales of these
commodities to Western Europe nearly
offset the contraction in that area's
import requirement. for wheat, after
the first quarter of 1964.

A step-up in PL 480 financing largely
explaing the recent increased outflow
of wheat and other agricultural prod-
uets to the less industrialized countries
of the world, particularly India.

Nonagricultural exports

The fourth quarter seasonally ad-
justed advance in exports of non-
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Table 4.—Analysis of Major Government Transactions
[Milllons of dollnrs]
Calen- Calendor year 1064
Ttem dar S
year 2
1583 | Totale | IT I Ive
TABLE A —GOVERNMENT GRANTS (EXCLUDMNG MIL-
ITARY AND CAPITAL OUTFLOWS
Mot mifusted for seasonnl varlations
Outflows under assistanee proprams; |
1 Under tarm products disposal programs_ ... ... } 1,771 a4 AHH DG 4T
2 Undeor Forolgn Assistance Aot and relnted programs_____ ... 2,146 | 2,01 2 | BlD 20 (]
a Under Export-Import Bank Aet. .. __ . _._._. i i 50 it} 10 o3
4 Bubseription: to IDA and TDB. ... e a2 1 [ .11 P 62
& Other asspEtANDD PEOEFRNS. o oemoene i 158 8l 41 F i
Farelgn ourrency claima seguired in the sollestion of
i Trineipal. H BT s 18 e 4
7 Intereal_._ 148 170 - 16 a8 L1
& | Loss: Forolgn eurranches used for 17,8, Ooversunent uses oiher than
B L L e e T e e ] #az #i o6 o ki
@ | Advances under Exchange Stabillzation Funid agreements, net.___ i ] -1d =3 —H =
10 Uther. ml ineluding changes Iy adminisirative sash hn:ldjnm e [ =18 =15 =3 =10 1
1 mani granis and capiial culflows (table 1,
IB-I- B s s e e e 4,52 4,807 BOE L1176 1,013 I, 0k
Adjusted for sossonal varlations
12 Gmmmmhhludnfﬂmhn[hhk L lime 1-6) | 4,522 | 4,57 028 1,108 | 1,008 1,148
13 [.e- !'.dlmnl:d transactions involving mo direct dollar nll.ﬂ-u--'s
from the Uniied Siates. . ___________.___ 1,638 | 3,570 THL 311 821 Uy
14 Expendltares on merchandise In the United Siates. ‘.'." Ti0 | TEM T 710 75l TH
15 Expondl tures on services in the Unlted Buabes. . ol &l 135 5 148 153
1 Millluri.l galeg finmnendd by coedits (ndnding sho
T L e S R R TR S R T IR 17 —I8 =10 3 —11 [z}
17 Government u-e-m I8 to repay prior Gowvernment loans | 170 120 Ll 17 M 51
18 Government. loans Lo reFa.E ?rluate eredila ____________ . ey WS SR [ A e
118 Increase in uuw:mmem {lliles nssookated with Covernment
antd and eaplial (neluding changes In retained aecouants)
Cling l'l 18, balow) . .. ] 18 —0 HL A 17
m I!.‘qnlm Estimated du:lhr pmyments to foreign couniries and infer- |
natlonal institeiions throvgh Governmenl grants and capiisl
e e e D e e e ey SR RAT T 147 1592 mT 191
TABLE {B.—CHANGES IN GOVERNMENT LIABILITIES Nat ndjustod or seasonal variationa
1 | Increass in Government Habdli tes associabed ﬂl.liiped.ﬁc Lrans-
nctions (table 3, ling A7) ... o e a8 Al 143 =04 i} 153
2 Assnoiated Wit OGOVErNIMEnt grants and capital outirws, i " =11 1 1 A5
d Non-interest-iearing seouriibes lssued o TDA. 14 Wit o ) ET)
4 Non-Interest-learing securlties lssued to 10T, ... 777700000 T - PR e
& HWon-interest-bearing  secarities lssged o UN for special
PRI s o o m e S e S s RS R A e S s e 43 F ] =] a1 =4 13
L Forolgn funds retalned in Government seeounts, to be used for
purchases in the i.'lnltla-d 1 T T R e i AR i =15 —i —14 L} =32
T Other anmmas s mamamamEs 2 =1 =g = (2} 11
] Assaclntod with mibibnry tEpore thons less do
Niveries) | {line C-4, below), . il e e R ¥ 1518 181 = —328 147
4 Assocloted with other Government sales o faneoiis |
DOVerniment O ET I ORE ' v 1 a 1] =1 (=) {x}
i} Asapcduted with purchase of Columbis River downstream power
BEOERLS. . o vonerrsmemsnsnsmsa s s m s ma s m s s s n e mrn fannannas N et v | iy mmsaes - 1) R =
11 | Net snles |net ] - :l:l!ll.l:'l.-l:r.-:.r
nenconver tible securi tes {Ilhle R R —i3 — 36 -0 -8 -3 =
12 L:I.hurl Import Bank Portfolio Fund Certifioates of Partledpa-
---------------------------------------------------- 18 =B feeranann Lo [ -1
'I'rmu.r Beouritlea:
143 Payable in dollars.. ... 13 —13 =3 - =
14 Fayahle in forelgn currenciesa. —T4 —on — 5 ix] [E3]
18 , incrense in Governmend labilities sthor (han macketable
of wrrltﬂihh T [ R R ARR 435 ] —42 b b 2
Ad justed for seasonal varistions
1 Tatal, Inerease in Governmend liabilities olher than markelable
ar eanvariible securiiios [iable 1, line T1-115. 288 - a1 =37 178 193
17 | Inerensn ln Chowornment liabilities nssoelated with specific trans.
warthon 40 dEl 146 - 120 18
L3 -‘tmml.nln! with Chvernment grants and capital outilows (ina
L AR T L e e L e S R U 2] 4= -0 an 4 17
18 Ammllinr! IWlth military exports | (line O=0, below, and tahle 1,
e K s L e s a4 b 151 —IH - 147
n Mlmllﬂnnum Government nonliquid labilities [(tabla 1, How
A-11, and tablo 2, oo B .. e e el 1 a7 1 -1 ]
Il Amoeisted with other Government snbe and  misesllansons
Gavernment o) B A e e L gt 1 ] 1 =1 (x} (x}
n Assosiated with Columbin River transaction. .. ... ........... sk - ot i oo | ..
Z | Net salea [net r!dnnl.hllu-an ]]Inl'mnmnri:uuhlu medinm-term,
nongavert ble seeorities (table 1, Hnes B-3, and table 2, line B-8) ] =3 =84 =R = bt
TABLE 4C.—MILITARY CASH RECEIFTS ! Mot adjusted for seasonal varintlons
1 | Expsarts 1|I'JJ|.1IiI:ur,'f poedds und servives (oscluding military graots) S T
L 1 B R e B Rl . THity ] 14d iHg 1465 ol
d | Laas: ‘i'll:'lilﬂ;!. salds Ananced by eredits Cineloding "]I.'III'I u,-:m
(line A-16, abovel. . ... P 7 =18 =1 3 —11 (5}
4 | Primcipnl mfl.wunmw. DEI'L-H.W 1}f|'.n.|.a'l::|u|.'2|l. rn;'d!L'i . i 2 [ 1 1 (X}
4 | Inerease In lnldiities associoted wilh militery exports (line I'I—H
N e e L e 4 il 151 —Fd —o4 17
] Todad, military cash revelpls.. .. oo ceoe e 932 it and 123 152 355
Adjuasted for sessimal varlations
i Taolnl, mili ensh reenipia (tabile 2, line B-2)_ . ke 912 LT 7 [ 16k 7T
7 | Military sules (table 1, loo I1-4) .. (& ThE 0 151 182 Fi
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agricultural commodities (excluding
special category goods and aircraft)

was approximately equal to the cor- :

responding rise a quarter earlier. Non-
agricultural exports in the last half of
1064 were at an annual rate of about
$1.5 billion above the total for the
first. six months of the year—a pro-
nounced improvement even after al-
lowance for the dock strike pre-ship-
ments in the second half.

Capital equipment and industrial
materials together accounted for more |
than the total nonagricultural export

gain in the fourth quarter, as autos™

and parts and fertilizer declined. The
somewhat better export showing of
industria]l materials than of capital
equipment in the fourth quarter may
reflect the fact that primary supplies

were more readily responsive to the

push for accelerated pre-dock strike
shipments than the machinery cate-
FOTY.

Civilian aireraft deliveries in 1064
were higher than a year ago but at
$300 million had recovered only half *
of the $80 million export loss of 1962
63. A further improvement in U1.5.
aircraft exports is expected for the
eurrent year which will bring foreign
deliveries above the 1962 level but
still well below the $550 million peak
of 1060,

In comparing the figures for the
last thres calendar years, the sharp
upswing in capital equipment exports
(excluding Elpel:inl eategory and air-
eraft) in 1964 is particularly note-
worthy, This category, predominantly .
machinery, seored an increase of about
%000 million from 1063 to 1964 as
compared with a gain of little more than
%200 million between 1962 and 1963.
The 1063-64 advance of some 3550
million in exports of nonagricultural
industrial materials, on the other hand,

]

-

I'h

L

o

-

1

1

i :
was mueh closer to the $550 million ]

rain in 196263,

Total nonagricultural exports to Can-
ada (excluding special eategory and
aireraft) advanced by $1756 million
between 1962 and 1963, and by $620
million between 1963 and 1964, Ship-
ments of capital equipment have been
most important in the gains. Some of
the strength in these sales to Canada
may reflect pressures on Canadian
manufacturing capacity, caused by the
sustained economie upsurge there, The

L
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year-to-year changes also included
higher shipments of automobiles and
parts.

Nonagricultural exports to Western
Furope advanced by about 8750 million
between 1963 and 1964, or by 40 percent
more than the advance of $530 million
the year before. A large part of the
increase in 1964 was in industrial
supplies and materials, particularly
chemicals and metals, to meet the
constantly expanding needs of growing
European industry. Part of the rise
.in U.8, sales may also be attributed
to an improvement in the U.5. com-
petitive position, For the past 5
years, UU.S. nonfarm wholesale prices
have remained fairly stable, while
European wholesale prices have in-
creased about 10 percent, and during
1964 alone, by approximately 3 percent.

Nonagricultural exports to Japan
were only moderately higher in 1964,
and may have been affected by Jap-
anese policies to hold internal demand
within the limits of domestic production
and net foreign exchange earnings.
Higher foreign exchange earnings by
Latin America, Australin and South
Africa stimulated the greatly expanded
flow of exports to those countries.
Shipments to less-developed areas out-
side the Western Hemisphere, however,
rose less in the more recent period
than in 1962-63.

Merchandise Imports

Merchandise imports in the fourth
quarter of 1064 rose to a new peak of
%4.9 billion, after adjustment for sea-
sonal variation, the seventh successive
quarterly advance. The $185 million
zain over the July-September period,
however, may include more than $100
million which can be attributed to
special factors.

Although past experience indicates
that labor disturbances at the ports
have had a much milder effect on im-
ports than on exports, an estimated $60
to #70 million of the $185 million in-
crease in the last three months of the
year is believed to represent pre-
cautionary shipments from abroad in
anticipation of a dock strike after the
expiration date of the Taft-Hartley

SURVEY OF CURRENT BUSINESS 19

CHART 11
U.S. Transactions With Major Areas
RECEIPTS FAYMENTS CHANGES IN FOREIGN GOLD AND DOLLAR
HOLDINGS SINCE THE END OF 1853
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coolingoffi pariod. The accelerated
arrivals included mainly tobaceo, alco-
holic beverages, and possenger cars.
Importa of stee] mill products rose by
about, $30 million as domeatic demand
incrensed, partly to expand inventories
in anticipation of the May 1985 labor
contract deadline. Steel imports in the

SURVEY OF CURRENT BUSINESS

preceding five quarters, sorrected for
the wsual seesonal influences, had
hardly waversed irom the kigh qusitecly
aversge rate attained after mid-1963.

Ap additional special fentare affenting
fourth quarter imports wis the stesp
rise of $80 million in tha volue of soffes
imperts, which followed sn uwsusually

Table §.—Movemeata of U5, Capital Reported by Banks and Nonfionocial Conteron
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largs contraction in the preceding -

guarter. Part of the increase may have
baen in compensation for s log in coffes
nitivals during the Jenuery-Saptember
period. For 1064 as o whole the quan-
tity of coffes imperts wos below the
totals for the precading two years, but
with prices in 1964 sharply hipher the

value of coffee imports ress 5240

million over 1£63.

Annual impori trends

The $18.6 billion total for merchan-
dise imports for the full calendar yenr
represented o new high. The rise of
nbout $1.650 million above 1863 wos
neatly double the 1962-63 advance sad
sbout equal to the pronounced gain in
1982 over the eyclically low value in
1941,

In dollar terms, industtial supplies
ond materiels accounted for $750 mil-
lion, or 45 percent of the totol 1064 gain,
pnd finizhed goods contributed most of
the remainder. The total value of food
and heverage imports registered only a
mild upturn in 1964, which reflecied
priterily the siesp £3 percent jump in
1964 coffes prices.

Changes in Area Balances

Although the oversll T.3. balanee on
regular types of iransactions impraved
somewhat in 1964, there was some de-
cerioration in the hnl&ncm with Western
Europe, Latin America, and less-devel-
oped African and Asian countries. In
transactions with Australin, New Zaa-
land and South Africe as a group, and
with Japan and with Canada, however,
some improvement pocurred.

As shown in the fﬂ]ll]\li'lllg tabulation,

ths adverse change in the balance witk -
Waestern Europs exclusive of the United

Kingdom resulted from the lerge in-
creasa fn the outfow of U.S. capital,
together with a decline in the inflow of
Europeen cepitel. Thoss changes more
than offset the favorable balenes on

goods end services, which rose by $236 .

million, mainly besause of the stromg
advance in U.S. axports.

The U.8. balance on transactione with
the United Kingdom Auctunted sharply
during the yeer, although on ot annual
basia there was ne change from 1863 to
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*d 1064, As with other Evropean eoun-
| tries, the merchandise export riss in
b *? 1964 was offset by larger U.S. capital

‘h outflows and reduced capital inflows,
The shifts in shori-term capital out-
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flows wers especially marked. KEoclu-
V give of such volatils lows, which movad
in beavy volume to the United Kingdom

"

Toble . —Changes in Short-Term Oficinl end Ban
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in the second mnd third gquarters and
then Teversed their movement in the
fourth quarter, the balanes showed a
much mora favorable position for the
United Statez in 1984. This was due
muinly to transactions during the first
three quartera of the year, During the
fourth quarter the difference from a year
eazrlier narrowed coneiderably, but with-
out the posiponsment of the annual
service on the British loan, it would
have been 138 million larger.

The improvement in our balances
in 1944 with Australia, New Zealand,
and South Africs, as & proup, and with
Canads, resulted Jargely from substan-
tial gains In our net merchandise ox-
port surpluges with those arems. The
mors favorable belance with Japan in
1984 stemmed meinly from reduced
capitol oukllows there. ‘Tha dacline in
new Jupanase security issuss purchased
in thie country becanse of the dampen-

Linbilities and in Foreign Holdings
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ing effect of the intareat equalization
tax more than offset imcressed bank
sod other lending to Japan last year.
Our net merchandise export surplus
with Japon shrank es our importa from
that country rose more rapidly than
our exports.

The deterioration in the 7.5 balanecs
with the less-developed countries re-
Bscted increased U.5. capital Aows nnd
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Government grants, which were not
fully offset by the rise in the TS
export surplus.

Through transactions with both the
United States and other countries,
official monetery reserves and liquid
dellar holdings of Western Evrope ex-
clusiva of the United Kingdom rose by
$3.0 billion in 1964,

PROGRAM TO IMPROVE
BALANCE OF PAYMENTS

THE detarioration in the U5 halence
of payments in the fourth quarter of
1064 and the less than desired improve-
ment in the balagce for the yoar a8 &
whole led to the formulation of new
mengures to redues the deficit and to
further strengthsn the dollar in inter-
national markets.

On Febroary 10, 1965 the President
sent: to Cougrass & mesaags sotitog foréh
hig belnaes of psyments program. It
is degigned to attnio improvement in
the belance of payments primerily
through the cooperntion of TL5. financiol
a0d industrisl enterprises.
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CHART 17

Principal Elements in Balance of Payments Program

Hecletion if lrlri'r'n'rr' r'upl'hrl' ner.frlrrx
I.'Jl‘rNJF.iJ r'rrfrr.lr]'ﬂr:\' Prrisi nevss wanned
treahiing cooperation aod through
exhension af interest cqualizsation fax

Further catback in cose "Ir
dirfomse and aied programs abrood

Nuwrowing of the payments gap
thraugh inereased travel in the U5,
aned legisfation to redice

duty-free exemption on

ooy purelased alrood

litraction of more fevestioent from
abroed through new tax incentives

Biflior §
L]

LS. PRIVATE CAFITAL OUTFLOW, NET

Military Expenditures

B

Gow't. Grants & Capitsl Outfew

-

1]

1953 ar W 1l 63 1]
“laciuaes passEngei lares
i Sepattrent al Coreares, ey of Bowrwis Ceoromacy

B5312

March 1965

The President's program includes:

(1) Legislation to extend the Interest
Equalization Tax Act to December 31,
1867, two years beyond its present
expiration date, and to broaden coverage
of the tax, retroactive to February 10,
1965, to include nonbank credit with
maturities of one year and over.

(2) Immediate action under the au-
thority provided by the Gore Amend-
ment to the Act to apply the interest

,

equalization tax to bank loans with -

maturities of one to three yeais.
(3) Voluntary restraints by the finan-

cial community to limit outflow of

capital, under the guidance of the
Federal Reserve System and the
Treasury Department, with legislation
to provide immunity from anti-trust

laws for banks to the extent it is

necessary to make this program

effective,

(4) Extraordinary effort by U.S.
industrial enterprises to improve the
balance on their foreign transactions,

primarily under the guidance of the

Department of Commerce.

(5) Additional cutbacks in overseas
dollar costa of U.S. defense and aid
operations.

(6) Legislation to reduce the duty-
free allowance of tourists from $100
measured at wholesale values to $50

measured at retail values ; strengthening -

the “See the U.S.A. program,” directing
it to both American and foreign tourists.

(7) Legislation to remove tax deter-
rents to foreign investment in U.S. cor-
porate securities in order to increase
foreign investment in the United States.

(8) A more vigorous export promo-
tion drive, and a further strengthening
of the international competitive posi-
tion of the United States by maintain-
ing stable prices and wages.

To further reduce dollar outflows
under the aid program, the Adminis-
trator of AID will continue to substi-
tute, in so far as possible, U.5. goods
and services for direct dollar aid, The

Secretary of Defense will make further

efforts to streamline overseas operations
and to increase sales of military equip-
ment to foreign defense partners.

Implementation of program

Both the Federal Reserve Board and
the Department of Commerce have
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March 18685

guidelines for the voluntery
~ pro set forth by the President.
The Federal Ressrve Board hns re-

isaued

. quag,t,gd thnt ench TLE, bank voluntayily

limit foreign credite, unless they were
gunranteed or arrnpged by the Export-
Tinpert Bouok, so that at the end of
, March 18686 the amount outstanding
! will he no more than 5 percent grenter
- thon their level at the end of 1964,
Drcllor loans of foreign branches of T.S.
hanks are to be included within the &
- pereent limit. Within that totnl, prior-
_ ity is to be given first to axport crediis,
" and then to losns to l«essvdavalupad
countries. Spacial care iz also to ba
axercised to avoid suthocks in credita
to Japsn and Cenada, which nre heavily
dependent on U.5. Rnance, and ta the
Umtad Tinpdom, which haa recently
g'una through a difficult pariod in its
balanca of payments. In 1084 foreign
assata reported by hanka had wdvanead
by nearly $2.5 billion. (Mot all of this
amonnt repressnta the banks’' own
funds, however.} ‘The & percent gnide-
line for maximom expansion in 1985
would permit n net outflow of about
$0.5 bilhion. This would represant an
appreciable improvement from the pre-
esding year.

The Federnl Reserva Board hos alan
requested institutional lenders angd in-
vestors other than banks to limit for-
sign investment. The amounts out-
standing abroad are to ba limited to o
growth of § parcent in 1965, the sams
goal set for banks. Peposits and other
liguid funds placed abroad are not to
exceed the level at the end of 1064, and
during 1245 attempts nre to be made to
reduce thamn to the 1963 yearend level.

The Bacretary of Commerce has asked
thet T0.5. industrisl concerns limit de-
posits nnd cther liquid lunds placed
abread, and wherever possible, without
causing undus strain on conntries sub-
ject to balance of puyments problems,
to repatrinte such funds repidly.

Each imdustrial concern hins nlso been
requested by the Secretary of Commarce

- to moke special efforts to improve its

individual balance of payments on

cerbain of its foreign transactions in

1965 me compared with its actual
parformance in 1964. The propram
provides for zreat ffoxibility, lenving the
choice of methods te lmprove the
balence of selected foreign transactions

SURVEY OF CURRENT BUSINESS

to the executive of each of the cooporat-
g enterprises. The selsctad 4run=-
aetions inelude (1} recaipts from exports
to all countries; (2) receipts from [ecs,
royolties and income on direct and
other investment from develaped coun-
tries other than Canade; and {3} out-
flows of capital through direct or other
long-term  investroents to  daveloped
countries other than Cannda. The
Bacratary hrs suppestad that core be
taken to minimize baloncs-of payments
effects of large investments. Profe-
ence by the companies might ba given
to those investmenis which can be
financed by borrowing in foreign coun-
tries or will result in quick return flows
of funds throwgh higher exports or
imvestment enrnings.  Whars appropri-
wte to the company ond the host
eouniry, the balanece conld alo be
improved by local ssles of aquity
interests in American subsidiaries. The
program iz not to inhibit investments
of TIL8. ecompanies in less-developed
gountries,

Methodological Note

Balooee of TFeyments Adjustments o0
Merchandise ade Doiz as Mecorded
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Manufacturers' Sales and Inven-
tory Expectations
(Conlinysd froie page £
“ahout right” ecategory ol yearend.
This ratio haz shown little change in
3 years.

Matal fabricators have raported a
steady decline in theie ‘“‘hirh” ratio,
from 19 percent in March 1964 to 15
pareent in December. Primary metals
producers continue to view their stocks
a8 aatisfsetory, with only 7 to § percent
of stocks eonsidered to bein the “high””
category during 1964,

Most nendurable goods producers’
stocks—87 percent—were considered
“about right'" on Decomber 31, 1964.
Nine percent of such stockz wers
classified 83 “high” at the yearsnd,
muiching the relatively low June ratio.
In the year nnd o half prior to June
1964 the “high"” ratio had ranged from
i percent to 14 percent. Maost major
soft. geods indusiries showed a decline
in tha “high” percentige during 1964.

The stock-sales ratio of firms which
judged their inventories “high” as of
December 31 was 2.2 on that dote, as
enmpared with o ratio of 1.0 for firms
with “about right” inventories. For
tbe durable goods menufacturers,
“high” inventory firms reported &
stock-sales ratio of 2.3; firms in the
“sbout right” group reperted & rato of
1.8, The nondurabla goods manu-
focturers in the “high” group bnd a
cotio of 1.9, well above the 1.3 for the
“ghout right” group. The small num-
ber of firms in the ‘low” category did
not yvield meaningful results,

As can be seen In table 2, there were
only minor shifts between September
%0 nnd December 31 of lost year in the
evaluations of inveniory condition by
manufacturers ns g whole.  When these
shifts are exXmmined on o compeany
basis, however, it is found that abous
17 percent of the reporting panel of
companies changed their clnssification
between. these periods. More than
hell of these Rrms shifted their classi-
fication frem an unbelonced position
{mostly “high'") on Septamber 30 to
“aboub right'! on December 31 Almost
45 percent shifted the opposite way,
from “about right” to sn unbalanced
pozition; twa-thirds of these movad to
the “high” category, Shifts between
“low” and "high™ were negligible.



